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(2) The Supervisory Committee has
obtained a financial statement audit or
performed a supervisory committee
audit which does not meet the require-
ments of part 715 including those in
§715.8.

(3) The credit union has experienced
serious and persistent recordkeeping
deficiencies as defined in paragraph (c)
of this section.

(b) Financial statement audit required.
The NCUA Board may compel a federal
credit union to obtain a financial
statement audit performed in accord-
ance with GAAS by an independent
person who is licensed by the State or
jurisdiction in which the credit union
is principally located (even if such
audit is not required by §715.5), for any
fiscal year in which the credit union
has experienced serious and persistent
recordkeeping deficiencies as defined in
paragraph (c) of this section. The ob-
jective of a financial statement audit
performed under this paragraph is to
reconstruct the records of the credit
union sufficient to allow an unqualified
or, if necessary, a qualified opinion on
the credit union’s financial statements.
An adverse opinion or disclaimer of
opinion should be the exception rather
than the norm.

(c) *“‘Serious and persistent record-
keeping deficiencies.”” A record-keeping
deficiency is ‘‘serious” if the NCUA
Board reasonably believes that the
board of directors and management of
the credit union have not timely met
financial reporting objectives and es-
tablished practices and procedures suf-
ficient to safeguard members’ assets. A
serious recordkeeping deficiency is
“‘persistent’” when it continues beyond
a usual, expected or reasonable period
of time.

PART 721—FEDERAL CREDIT UNION
INSURANCE AND GROUP PUR-
CHASING ACTIVITIES

Sec.
721.1 Authority.
721.2 Reimbursement.

AUTHORITY: 12 U.S.C. 1757(16), 1766 and 1789.

§721.1 Authority.

A Federal credit union may make in-
surance and group purchasing plans in-
volving outside vendors available to

12 CFR Ch. VII (1-1-00 Edition)

the membership (including endorse-
ment), and may perform administra-
tive functions on behalf of the vendors.

[47 FR 44243, Oct. 7, 1982]

§721.2 Reimbursement.

(a) For purposes of paragraph (b) of
this section, the following definitions
shall apply:

(1) Dollar amount shall mean $4 per
single payment policy, $6 per combina-
tion policy, or $4 per annum for any
other type of policy; and

(2) Cost amount shall mean the total
of the direct and indirect costs to the
Federal credit union of any administra-
tive functions performed on behalf of
the vendor. The Federal credit union
must be able to justify this amount
using standard accounting procedures.

(b) A Federal credit union may be re-
imbursed or compensated by a vendor
for activities performed under §721.1 as
follows:

(1) Except as otherwise provided by
applicable state insurance law, reim-
bursement or compensation is not lim-
ited with respect to insurance sales by
the credit union or its employees which
are directly related to an extension of
credit by the credit union or directly
related to the opening or maintenance
of a share, share draft or share certifi-
cate account at the credit union;

(2) For insurance sales other than
those described in paragraph (b)(1), a
Federal credit union may receive an
amount not exceeding the greater of
the dollar amount or the cost amount;

(3) For group purchasing plans other
than insurance, a Federal credit union
may receive an amount not exceeding
the cost amount.

(c) No director, committee member,
or senior management employee of a
Federal credit union or any immediate
family member of any such individual
may receive any compensation or ben-
efit, directly or indirectly, in conjunc-
tion with any activity under this part.
For purposes of this section, immediate
family member means a spouse or other
family member living in the same
household; and senior management em-
ployee means the credit union’s chief
executive officer (typically this indi-
vidual holds the title of President or
Treasurer/Manager), any  assistant
chief executive officers (e.g., Assistant
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